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EDITORIAL
profession of the day and mix them with
enough sociability to make a light sponge.
When this has risen to about its original
bulk, add carefully picked Officers and Di
rectors, dredged in the water of self sacri
fice and seasoned with perseverance.
Dilute a heartful of enthusiasm with a
headful of common sense. When the alkali
of enthusiasm mixes with the acid of com
mon sense, stir it quickly in. Add spices:
pep, tact, zeal, zest, and don’t forget a pinch
of difference of opinion to give it a tang.
Now, take a dozen fresh committees (not
too fresh), beaten until stiff enough to
stand alone, fold in lightly. Add a few
choice programs, neither too dry nor too
long, leaving room for them to swell with
animated discussion.
For flavoring, Browning’s extract of
optimism is very good, or you may prefer
Emerson’s. Some like just a bit of Shakes
peare for special occasions.
To obtain absolute success, beat the whole
up well with individual effort. Pour into a
large vessel of opportunity, smeared with a
good authority on parliamentary law, to
keep it from sticking. Set in an attractive,
well ventilated room for one and a half to
two hours. We guarantee the result will be
satisfactory.

NEW TAX EDITOR
We are proud to present in this issue the
first of a series of articles by our new tax
editor, Louise A. Sallmann, CPA. A native
of Milwaukee, Wisconsin, Louise joined the
WACS as a private and rose to Captain in
the Quartermaster Corps doing inventory
control, purchasing and contracting, and
property classification. Miss Sallman ob
tained her CPA certificate in October, 1953,
and is currently employed as senior staff
accountant by Wallace & Meyer, CPA’s.
She is a member of AIA, California State
Society of CPA’s, ASWA and AWSCPA.
Miss Sallman has been active in the San
Francisco Chapter of ASWA and has rep
resented them at technical sessions at two
of the Western Regional Conferences. We
know you are going to enjoy her contri
butions.

EDITOR’S MAILBOX
Houston Chapter has written us offering
to provide our membership with a copy of
a 5 hour discussion and question and answer
session on the new Revenue Code. It has
been taken from a recording of the talks
and is available to anyone writing to Miss
Patricia Inman, Main and Company, CPA’s,
Houston, Texas. Thanks, Patricia.
We have received the remaining list of
successful women CPA candidates from
May, 1954 and extend our CONGRATULA
TIONS TO: Three from Illinois, Dorothy
Robinson Brandon, Barbara Margaret Cole,
Vera Mae Krupnik; One from Arizona,
Kathryn Johnson; and Three from New
York, Helen M. Bridgman, Margaret M.
Byrne, and Bernadine C. Gines.
We have been waiting for an opportunity
to pass along Muskegon Chapter’s recipe
for the Ideal ASWA Chapter.
“Take equal parts of desire for education
and intelligent interest in the accounting

• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
American Woman’s Society
of Certified Public Accountants
and
American Society of Women Accountants
327 So. LaSalle Street, Chicago 4, Illinois
Subscription Price—$1.00 Annually

Copyright, 1955, by American Woman’s Society of Certified Public Accountants.
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INSTITUTIONAL ACCOUNTING
IN AN EDUCATIONAL INSTITUTION
By WILMA H. LOICHINGER, Cincinnati Chapter, ASWA
Chief Accountant, University of Cincinnati

decrease rate developed over a period of
years. The number of new students en
rolling as freshmen is obtained from the
applications submitted to the deans of the
colleges. Registration estimates must also
reflect adjustments necessitated by such
outside conditions as the enforcement of
the draft law which reduced materially
the number of students and amount of tui
tion income during the Second World War
and the Korean War. The number of stu
dents in each college, thus obtained, times
the tuition rate in that college gives the
tuition income for that college.
Other fees such as laboratory fees and
deposits, student union fees, library fees,
special book fees, etc., are budgeted on
the basis of the estimated number of stu
dents in each college.
General Funds income from unrestricted
endowments and those restricted to gen
eral use of colleges is estimated on the
basis of investment income from these en
dowments as the entire net income of these
funds is transferred monthly, directly to
General Funds.
Income from other restricted funds does
not affect the General Funds Surplus be
cause it is received when expenditures are
made from General Funds. Thus, the Gen
eral Funds income from the restricted
funds equals the expenses budgeted for
those funds.
Estimated income from city and state
taxes, when the University is a municipal
institution, is on the basis of reports from
the city government as to the funds budg
eted by the city for the University’s use.
The amount changes only when the tax
duplicate changes or new laws governing
the distribution of funds between city de
partments are passed.
Income from sales and services of edu
cational departments is estimated on pre
vious experience and furnishes only a very
small percentage of the total income of
the University.
The income budget varies slightly with
the changes in number of students, fluc
tuations of the investment market and

Institutional accounting is a specialized
form of accounting used primarily in or
ganizations that are of a non-profit nature
such as hospitals, educational and chari
table institutions and government. The
term, institutional accounting, as used
here, however, refers to institutional ac
counting in an educational institution.
This form of accounting is unique in that
it is a combination of commercial and fund
accounting and the accountable income is
limited as to expenditure by the dictates
of the donors.
Due to this limitation, the control of
expenditures is much more complicated
than in the standard forms of accounting.
This need for special controls results in
accounts and division of accounts found
only in this field.
Institutional accounting also differs
from that for commercial activities in that
there is no direct relationship between re
venues and expenditures. In commercial
activities revenues are produced by ex
penditures; but in institutions, except for
a relatively small number of service de
partments which produce some revenue,
the income is obtained independently of
expenditures.
The income is of a relatively fixed na
ture, fluctuating slightly as new grants
are obtained, enrollment increases or de
creases, or as the investment market yields
greater or lesser income on endowment
investments. Due to this fixed nature of
the income, it is extremely important in
budgeting expenditures to limit expendi
tures to available income.
The basic budget, limited by available
income and expenditure limitations of the
various funds, is approved at the begin
ning of the year. Adjustments are made
throughout the year as income or expense
requirements change.
The income budget is set up first. Esti
mates are made of the various sources of
income.
Estimates of tuition income are based
upon the number of students in school the
previous year adjusted by a percentage
4

change in laws governing the tax income.
However, it is relatively fixed in nature
and the expense budget must be tailored
to match it. This is a handicap not faced
by commercial organizations. Their ex
penses increase with increased manufac
turing and their income correspondingly
increases as they sell more. This condition
permits a more flexible budget of future
activities.
The expense budget of the institution
is controlled at all times by available
funds. It is based on the budgets sub
mitted by each dean on the needs of his
college for the coming year. Each budget
lists each faculty and office employee’s
salary and the source of funds from which
this salary is to be paid. A budget is also
set up for supplies and other expenses
anticipated, by funds.
Budgets are set up for the auxiliary de
partments, including dormitories, dining
halls and recreational facilities such as
the student union and athletics. Budgets
of income and expense are received from
the heads of these departments and any
net income or loss is set up in a budgeted
surplus. The activities of these depart
ments do not affect the General Funds
Surplus.
The non-educational expenses of finan
cial aid to students in the form of schol
arships, grants in aid, fellowships and re
mission of tuition and fees are budgeted
on the basis of applications for such aid
submitted by the Deans of the colleges.
Income to General Funds to cover those
expenditures for restricted funds in this
category is included in the income budget.
Therefore, only aid expenditures made
from General Funds affects the General
Funds Surplus.
A complete expense budget layout, as
submitted, is made. Where expenditures
are to come from restricted funds, each
individual fund is checked to see that suf
ficient money is available or will become
available during the year to cover such
expenditures. Then the expense budget is
totaled. If this exceeds the total available
funds shown in the income budget, cuts
must be made where possible in order that
the final budget, with a cushion for unfore
seen expenditures, does not exceed the
budgeted income.
In computing a budget, an institution
works exactly opposite a commercial or
ganization in that the institution budgets
income first to find what is available, then
budgets expense to fit income. In a com
mercial organization the expenses are

budgeted on the basis of what is to be
manufactured and sold. The income budget
is then obtained on the basis of those
sales.
Budget adjustments are made during
the year for personnel changes, additional
funds received in the forms of gifts and
endowments, and changes in anticipated
income from tuition. Adjustments can
only be made by special budget revisions
which must pass through the same hands
and obtain the same approval as the orig
inal budget. Non-budgeted expenditures
cannot be made until the funds are appro
priated through a budget revision.
In the educational institution where I
am employed, the budget revisions are ini
tiated in the departments where the ex
penditure is to be made, are sent to the
Dean of the College to be approved, then
to the office of the Dean of University
Administration. Here the budget revision
is checked for availability of funds and
adherence of the expenditure to the re
quirements of the restricted fund to be
used. If all requirements are met, the
revision is then submitted to the Board of
Directors for their final approval.
This process is necessary to insure that
the expenditures are made properly and
will not result in improper or overexpend
iture of funds.
The varied limitations on expenditures
of funds have made it necessary for us to
set up five complete sets of books with
asset, liability, surplus, income and ex
pense accounts. Interfund accounts per
mit transfers of cash as needed.
The five sets of books our institution
uses are entitled: General Funds, Expend
able Trust Funds, Loan Funds, Endow
ment Funds and Plant Funds.
General Funds
The General Funds account for money
available for immediate use in meeting the
current operating needs of the institution.
These funds are made up of unrestricted
monies from tuition and fees income, pub
lic appropriations and tax levies, income
from sales and services of outservice de
partments and unrestricted gifts and
grants. These funds are free and unre
stricted and their administration is en
tirely at the discretion of the Board of
Directors subject to statutory limitations
imposed on us as a municipal as well as
educational institution.
In this section of funds appear all re
ceipts and expenditures relating to the
educational and research program of the
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institution, the auxiliary departments
which provide special service facilities
such as dining halls, dormitories, and re
creational centers, and activities which
may appropriately be classified as noneducational, such as the rendering of fin
ancial aid to staff and students. The
annual budget embraces only this part of
the institution’s finances. No budgets are
compiled for the other four sections.
Expenditures for the account of re
stricted funds are also made from this
section of funds and are included in the
expense budget. To cover these expend
itures, cash is transferred monthly from
each of the restricted funds to the General
Funds. Since cash transfers equal ex
penditures made, restricted funds expend
itures do not affect the current operating
position of the institution.
The auxiliary departments, whose in
come and expenses appear in the General
Funds section of the records, differ from
the general operations of the institution
in that they are of a quasi-business char
acter. They are conducted under a policy
of self-support. These departments do not
affect the operating position as their pro
fits and losses are accumulated in special
reserves.
The numerical identification of ac
counts in the General Funds is a very im
portant part of the control of income and
expense accounts and facilitates identifi
cation of each. An efficient numbering
system of accounts is essential for our
punch card system of accounting.
Our asset, income, liability and other
accounts are identified by a three digit
control number and a six-digit account
number. Our expense accounts are made
up of a three-digit control number, six
digit account number, six-digit appropri
ation number and, if a restricted fund
expense, a seven-digit fund number.
Our control numbers divide our ac
counts in their main classifications as
follows:
000-039 Assets
040-064 Liabilities and Reserve
065-069 Budget Accounts
070-079 Surplus
080-099 Income
The Expense accounts are divided ac
cording to colleges and other departments.
In coding expense accounts any expense
pertaining to a certain division always has
that control number. To illustrate:
100 Administration
110 General Expense
140 Graduate School

150 Liberal Arts College
160 Teachers College
Each main division has a number of de
partments. Among the Liberal Arts Col
lege divisions are:
150 Administration
151 Biblical Literature
152 Botany
153 Chemistry
This secondary number is used for all
expenses in connection with that depart
ment of the college as a suffix of the ac
count and appropriation number.
The account number is made up of the
three digits of the department number and
three more digits: the first two indicating
the type of expenses and the third indi
cating the source of funds.
The two digits indicating type of ex
pense might be:
Salaries 01 Administrative
02 Professors
Supplies 10 Stationery
11 Mimeograph
The last digit indicating source of funds
is as follows:
0-6 General Funds
7
Government Contracts
8
Endowment Funds
9
Gift Funds
Therefore, the salary of a professor in
the Botany Department of the Liberal Arts
College paid from General Funds would
be coded: 150 152-020
To this would be added the appropri
ation number also of six digits. The ap
propriation also uses the three digits of
the department number as a suffix while
the last three digits is made up of two
digits indicating the type of appropriation
and the last digit indicating source of
funds. For example:
00 Salaries
10
Stationery & Office Supplies
20 Communications
Therefore, to complete the coding of the
professional salary indicated above: Con
trol 150, Account 152-020, Appropriation
152-000.
If instead of the salary being paid from
General Funds, it should be paid from
Gift Funds the coding would be as fol
lows :
Control 150, Account 152-029, Appropri
ation 152-009, Fund 570-2122. (The fund
coding is explained in the Expendable
Trust Fund section of this article.)
With this coding, when this salary ex
pense appears on any journal or ledger it
indicates immediately that it is a Liberal
(Continued on page 13)
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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California

This tax season the taxpayer will be faced
with making income tax elections, some of
which may be binding only for the taxable
year and others which may not be changed
unless the Commissioner’s consent is ob
tained. The 1954 Revenue Code has not only
retained a number of elections provided in
the 1939 Code but has made available addi
tional elections which require careful an
alysis before adoption for the current tax
able year.
Our discussion in this issue is formulated
without benefit of regulations and covers
briefly only a limited number of elections;
but then, there is that extra month this
year and the regulations should be on rec
ord by the time this is published.
Accounting period of 52-53 weeks—Avail
able to any taxpayer for taxable years end
ing after August 16,1954. Look to the regu
lations for the proper application of the
election. Should be particularly beneficial for
grocers and butchers. (Code Sec. 441 (f))
Depreciation — Without the Commis
sioner’s consent, the 200% declining balance
method and sum of the years-digits method
may now be used for computing deprecia
tion on depreciable assets purchased or con
structed new subsequent to December 31,
1953 if the useful life is three years or
more. Various methods may be applied as
to individual assets and/or classes of assets.
Future sale possibilities, increasing or de
creasing income potential are salient factors
in choosing a method resulting in the great
er over-all tax saving. (Note: Don’t over
look the 150% declining balance method
available under the 1939 Code to first year
taxpayers without the Commisssioner’s con
sent even though property is used.) Any
subsequent change of the above methods re
quires the Commissioner’s approval with
the exception of a change from the 200%
declining balance to the straight line
method. (Code Sec. 167)
Reserves for estimated expenses—With
out the Commisioner’s consent accrual basis
taxpayers may elect to deduct reasonable
additions to reserves for estimated expenses.
Such expenses must be estimated with
reasonable accuracy, may not include de
ductions attributable to prior years’ income
or to prepaid income which the taxpayer
has elected to defer under Code Sec. 452.

This election must be made for the first
taxable year beginning after December 31,
1953 and ending after August 15, 1954,
not later than date for filing or for which
there are eligible estimated expenses at
tributable to the trade or business. Consent
is necessary to effect a subsequent change.
This sounds like a good deal for a double
up of deductions in 1954 but of primary im
portance is the application of sound account
ing principles to tax accounting. (Code Sec.
462)
Prepaid income—Election to defer report
ing of prepaid income for services to be
rendered in future years may be made as
described in the preceding paragraph. It
must apply to all prepaid income attribut
able to the business but is not applicable to
gain from sale or distribution of a capital
asset. The period over which income is
spread may not exceed the taxable year of
receipt and the succeeding five years unless
the consent of the Commissioner is obtained.
As in the election to set up reserves for esti
mated expenses, time is of the essence if
the election to defer prepaid income is to
be made without first obtaining the Commis
sioner’s consent. The election could produce
tax savings for a three to five year period
for most insurance brokers. (Code Sec. 452)
Medical expenses of decedents—May be
treated as paid by the decedent when in
curred although actual payment is made
by his estate during the year following his
death. However, if such expenses are allow
able deductions for estate tax purposes a
statement must be filed that the deduction
has not been nor will be claimed in comput
ing the taxable estate. Again we have that
tax rate comparison to make before pounc
ing upon an immediate tax saving. (Code
Sec. 213 (d))
Stock rights—Effective on June 22, 1954,
rights received to acquire additional stock
of a corporation will have a basis of zero
if the fair market value of the rights is less
than 15% of the fair market value of the
stock to which they apply. However, the
taxpayer may elect to use the general rule
of allocating the basis of the old stock be
tween the old stock and the new stock or
rights. (Code Secs. 307 (b), 307 (d) and
391)
(Continued on page 12)
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apters in Action —
Ch

GERMAN BANK EMPLOYEE VISITS PAN AMERICAN SHIP

Anne Vietzen, seen at the wheel of a Boeing Strato Clipper, was one of two German women leaders who
spent seven months in this country to observe Americans and America. San Francisco Chapter of ASWA
cooperated with the U. S. Department of State by sponsoring the San Francisco visits of Anne and Dr.
Hildegard Seelheim. In fact, they cooperated so well that Dr. Seelheim asked if it would be possible to be
sponsored by ASWA in every city she planned to visit.
The two women whose San Francisco visits were
sponsored by the ASIF A chapter began their visits to
America in the fall of 1953. Dr. Seelheim studied the
United Nations at Columbia University and Miss
Vietzen studied international affairs and political
science at the University of Denver.
They then began a statewide study tour designed
to complete their American experiences and to give
them an opportunity to see how we live and work.
Our government believes that helping people of
other countries gain an understanding of the basic
principles governing American life in the political,
economic, social, cultural and educational fields will
help “to counteract the vicious lies about the United
States and its objectives, as perpetrated by the Com
munists and to build a positive psychological force
around which the free world and freedom-loving
people everywhere can rally.”
Both visitors are professionally interested in busi
ness and accounting. Miss Vietzen works in a bank
in Stuttgart. The main objective of her visit was
to study political organizations for young people and
methods of interesting young women in political
affairs. Dr. Seelheim, here to study the United Na
tions, its organizations and administration, is em
ployed by the Government of the Province of West
phalia at Munster, doing reports on statistics, the
budget and questions of administrative reform.

San Francisco Chapter organized a fine program
for the visits of both women. A complete and sepa
rate program was arranged for each, as their visits
were not concurrent. They met and held discus
sions with top city and public officials, university and
college professors and civic leaders. They attended
court sessions, city supervisors’ meetings, and the
chapter’s own study groups. Dr. Seelheim spoke at
a dinner meeting of the chapter and was interviewed
by the city’s four leading newspapers at a press con
ference. Miss Vietzen appeared on a popular radio
program. Their programs included visits to American
industries and strictly social affairs with chapter
women and other American women. Included in the
social affairs was an informal weekend at a cabin at
Donner Lake. Various members of San Francisco
chapter served as hostesses and guides for the ex
change women during the fourteen days of the visits.
Did they gain an insight into the American way
of doing things? Dr. Seelheim’s comments to a San
Francisco newsman in discussing the current citi
zens’ fight to save the cable cars from the govern
ment axe are enlightening. “In Germany,” she said,
“We have a saying, ‘I am only a little sausage,’ mean
ing the individual citizen is far away from the gov
ernment. Americans are more optimistic. They make
petitions. That is really democracy. It is impressive”
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BANKRUPTCY AND RECEIVERSHIPS
By JAY A. PHILLIPS, C.P.A., Managing Partner, Phillips, Sheffield, Hopson &
Lewis, Houston, Texas
Professional people are called upon to
serve business, particularly small business,
in many ways in our present complex econ
omy. When credit problems are involved,
the credit grantors rely heavily upon the
accountant. The client relies upon him for
wise counsel, particularly when he meets
financial reverses.
What is the role of the accountant in
respect of the financially embarrassed cli
ent? What is his position? What are his
duties and responsibilities? The accountant
usually senses the bad condition before the
client is fully aware of his problem. Those
who have had experience in bankruptcy and
insolvency matters know the importance of
full disclosure of the true financial condi
tion to the troubled debtor. The client must
not deceive either himself or his creditors.
When an accountant appears before a
creditors meeting, he must be fully con
versant with the operations of his client’s
affairs. The following is a check-list of
items needed at such a meeting:
1. Fully verified balance sheet and operat
ing statement, properly prepared.
2. Complete schedules of accounts receiv
able and accounts payable, properly
aged.
3. Complete physical inventory, listing
merchandise on hand by general classi
fication, age, cost, and sound value.
4. Forecast of operations, and, a suggested
schedule of changes to remedy the con
ditions that led to unprofitable opera
tions. (This is especially desirable if
the debtor desires to continue the busi
ness.)
5. Statement of affairs, so that the credit
ors may evaluate the results of forced
liquidation.
6. Schedule of insurance coverage.
7. Report on corporate records disclosing
the names of officers, directors, and
stockholders.
8. List of all unfilled sales orders, show
ing quantity, prices, customer, amount,
and delivery date, in respect of each.
9. Schedule of purchase commitments,
showing names, items, prices, amounts,
delivery dates, and present market
value of the items included.
10. Statement of cash receipts and dis

bursements for a period of four months
prior to the meeting, to assure the
creditors that no preferences have been
made in payment of obligations.
11. Statement of contingencies, if any,
status of tax audits, and other informa
tion that would assist creditors in de
ciding whether the debtor should be
permitted to continue in business or be
required to liquidate.
12. Covering letter giving a brief history
of the company and a full analysis of
operations that led to the financial dif
ficulties.
It is always to the benefit of the creditors
and client to invite an attorney, experienced
in bankruptcy matters, to represent the cli
ent in presenting any proposals that may be
contemplated. The attorney will be helped
by the advice and recommendations of the
accountant. The accountant should be well
informed as to the possibility of continu
ing the business and the methods of operat
ing under a creditors committee, or the de
sirability of liquidation and the various
methods of accomplishing liquidation. He
must be prepared not only to present the
facts of the case in an orderly manner but
to make recommendations upon which both
the client’s attorney and the creditors’ com
mittee may act.
It may seem of little consequence to the
debtor what form of liquidation takes place
if that is the disposition decided upon. This
is not so. The debtor may have a substantial
stake in the results of the liquidation even
though the proceeds do not flow to his pocket.
The greater the yield to creditors, the
greater the chance that the debtor may ob
tain future credit in a new venture.
Wherever possible, liquidation should be
avoided. A business, the failure of which
can be traced to remediable causes, may well
have the rudiments of a successful enter
prise once its shortcomings are corrected.
In such situations, alternatives to liquida
tion are available.
Once common practice in continuing a sick
business that is usually beneficial to the
debtor and preferable to creditors is to in
vite one or more of the larger creditors to
an informal meeting with the debtor’s attor
ney and his accountant. Frequently, when a
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with each case because his services are
restricted to those that were set forth in
the original retention order, supplemented
by the additional orders, if any. In imple
menting these Court directives, some of the
factors which will affect the scope of the
accountant’s engagement are as follows:
1. The nature of the business, the length
of time the debtor was in business, his
reputation.
2. The amount and nature of his assets
and liabilities, not only as set forth in
the schedules accompanying the petition
for arrangement, but also as gleaned
from the preliminary survey of the books
and records.
3. The extent of the operations of the busi
ness.
4. The duration of the period of the pro
ceedings. (Sometimes they are quite
lengthy.)
The accountant must exercise consider
able judgment and ingenuity in formulating
an audit program that will meet the require
ments of all concerned. At the inception, the
major responsibility of the accountant re
volves around his investigation of the af
fairs of the debtor and the submission, at
an early date, of copies of his formal re
port to the debtor, Creditors’ Committee,
and their respective attorneys. The contents
of such report may include:
1. History of the business, its capitaliza
tion and management, and analysis of
the reasons for its financial distress.
2. Balance Sheet, supported by detailed
schedules as of the date of the proceed
ings. In this statement, the assets should
be grouped on the basis of whether they
are pledged or free, and secured obliga
tions should be deducted from the as
sets to which they relate. Further, ac
counts receivable credit balances as well
as accounts payable debit balances should
be shown separately on the statement.
Liabilities should be shown in three
groupings, namely, priority, secured,
and unsecured. It is also desirable to
present pertinent comments regarding
the more important items on the financial
statement.
3. Comparative Balance Sheets in condensed
form, for past years.
4. Comparative profits and loss statements,
by years, together with an analysis of
the operations on a percentage and unit
basis. This is frequently helpful in un
covering some of the weaknesses of the
business.
5. Summary of discrepancies, if any, be(Continued on page 11)

small corporation is involved, the stock
holders are personally liable, under guaran
tees, for corporate debts. If the debtor liqui
dated the business under a plan acceptable
to creditors, he would have a better oppor
tunity of relieving himself of financial re
sponsibility under these guarantees either
fully or partially.
Proper relationship with creditors should
be maintained. When an accountant is ques
tioned regarding the affairs of a debtor
client, he should divulge financial facts re
garding the client’s business only after hav
ing obtained the consent of the client. These
facts should be complete. Contrary to the
impression held by many, it will not hurt
the client to reveal losses that have taken
place. Withholding such information would
only mislead creditors and do more damage
than a forthright statement of the facts. If
the creditor feels that he has received com
plete information, even though it is bad, he
at least knows that he has the worst pic
ture. On the other hand, if he feels that the
information given is incomplete, he will as
sume that the condition is worse than it
actually is. Undoubtedly such a strained re
lationship between debtor and creditor is
more detrimental to the debtor than one
in which the creditor is fully informed. The
creditor who is fully apprised of the debt
or’s position and asked to come to his as
sistance will be more amenable to sug
gestions leading to an orderly solution to
the problem.
Insolvency investigations frequently pre
sent to the practitioner many involved prob
lems of a legal, as well as an accounting na
ture. These were augmented by the enact
ment of Chapter XI of the National Bank
ruptcy Act. Close cooperation with the at
torneys concerned is a prerequisite for a
successful engagement.
It has been well stated that a Chapter
XI proceeding is one initiated by an em
barrassed debtor for the purpose of effecting
an arrangement with his (or its) creditors.
Where the debtor is permitted to continue
the business, as is often the case, he is re
ferred to as the “Debtor-in-Possession ”.
The accountant for such Debtor-in-Posses
sion plays an entirely different role than the
accountant for the financially embarrassed
client.
In these matters the accountant is often
retained either with the consent of or at the
request of the Creditors’ Committee, pur
suant to a formal petition of the debtor
which has been granted by the Court. The
work of the accountant in a Chapter XI
proceeding will, of necessity, vary greatly
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IDEA EXCHANGE
By THEIA CASCIO, Beverly Hills, California

For Legible Hand-written Copies
From Nellie Joling of Grand Rapids Chap
ter comes the suggestion to use indelible
pencils in preparing manual records where
several copies are required — such as pay
roll records. Use of the ball point pen often
results in slurred carbon copies. A sharp
indelible pencil will give clean, legible copies
for permanent records.
Payroll Savings Bond Accounts
Here is a method that has proved highly
satisfactory in keeping employees Payroll
Savings Bond accounts posted up-to-date,
so that one can readily determine the status
of each individual account;
Give each employee under the Savings
Bond plan a code number to be used by the
Payroll Department for the deduction rec
ord. Use a ledger card for each employee,
showing his Code Number, Name or Names
and Addresses of the person or persons in
whose name the Bonds are to be registered.
Also, show the denomination of the Bonds
preferred. Post the credit to each employees
account for each payroll period, accumulat
ing the totals.
Whether bonds are bought monthly or
semi-monthly, it can be determined readily
the number and denomination of Bonds to
be purchased and his account can be charged
accordingly. This procedure has been effect
ive for Minnie Haan of Holland Chapter.

bution ledger postings and the Check Reg
ister.
Helpful Pamphlets
Paula Reinisch of Grand Rapids Chapter
suggests the following booklets to help with
accounting department problems:
“Index to Modern Figuring”, furnished by
Marchant Calculators, Inc.
“Selective Control of Business Informa
tion”, a 28-page booklet showing the
application of Addressograph-Multi
graph Corporation’s methods in ac
counting and statistical functions.
“Welfare Fund Accounting for Building
Trades”, put out by International Busi
ness Machines Corp. This describes pro
cedures used for welfare fund account
ing in two cases — a statewide plan
operating on a weekly basis, and a local
plan for trade functioning on a monthly
basis.
“Accounting May be the Right Field for
You”, a 24-page career booklet provid
ing a comprehensive explanation of the
nature of the certified public account
ant’s work, educational and experience
qualifications for becoming a C.P.A.,
and opportunities in accounting. Single
copies free on request to American In
stitute of Accountants, 270 Madison
Ave., New York 16, N.Y.
(Continued from page 10)

Reconciling Vouchers Payable
Elizabeth S. Rodkey, Baltimore Chapter,
suggests time can be saved in tape running
when reconciling Vouchers Payable by the
following method:
Determine the Vouchers Payable current
balance by deducting the total of checks
paid as obtained from the Check Register
from the Vouchers Payable account, taking
into consideration any open Journal entries
affecting these accounts. This is the net to
tal of Open Vouchers, and should agree
with the total of a list of open items from
the actual vouchers.
If the two figures do not agree, review
the checks to be mailed to payees to deter
mine if check or voucher is incorrect. Only
after exhausting this possibility, take on
the laborious task of verifying each amount
in the Voucher Register against the distri

tween the books and records and the
financial statements that were issued to
credit agencies and others.
6. Schedule of irregular transactions, if
any, during the period prior to the date
of the proceedings. This may include
withdrawal of capital, transfer of assets
without proper consideration, etc.
7. Schedule of possible preferential pay
ments, by case or otherwise, made to af
filiated companies, principals, creditors,
etc., during the preceding four month
period or longer.
8. Comments regarding the schedules and
plan of arrangement that was filed by
the debtor. Generally the initial proposal
submitted by the debtor is merely a stop
gap plan, because of the requirement of
the Bankruptcy Act, and is quite dif
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made not later than the filing date for the
first corporation return for any taxable
year beginning after December 31, 1953
and applies to all subsequent taxable years.
(Code Sec. 248)
Liquidation of a corporation—Sales dur
ing 1954—the 1954 Revenue Code provides
for non-recognition of gain or loss on a sale
of assets accompanied by the distribution
of all assets in complete liquidation in a
12-month period beginning with the adop
tion of a plan of complete liquidation
adopted after December 31, 1953 and before
June 22, 1954. (Code Sec. 392 (3))
Liquidation in one month—Recognition
of gain—The law requires that written
elections must be made according to regu
lations relating to Sec. 333 within 30 days
after the adoption.
Under the 1939 Code the furthest ex
tension of the election made it apply to
liquidations occurring within one month
during the calendar year 1953. As made
permanent by the 1954 Code, the election
applies only in the case of liquidation plans
adopted on or after June 22, 1954. It is not
necessary that the month of completion
must fall within the taxable or calendar
year in which the plan is adopted according
to the report of the Senate Finance Com
mittee. (Code Sec. 333)
Partnerships and Proprietorships—Elec
tion to be taxed as a corporation—For tax
able years beginning after December 31,
1953 and ending after August 16, 1954, a
partnership or proprietorship which meets
certain requirements may be taxed as a cor
poration if the election is made not later
than 60 days after the close of any taxable
year to which the election is first applicable,
by the proprietor or, in the case of a part
nership, by all the partners having an in
terest in the enterprise at any time on or
after the first day of the taxable year. A new
election must be made if, because of a
change in ownership, the capital and profits
interest of the electing proprietor or part
ners decreases to 80% or less.
In order to qualify for this election the
enterprise must be one in which capital is
a material income—producing factor or in
which 50% or more of the gross income
consists of profits derived from buying and
selling real property, stocks, securities or
commodities for the account of others. The
enterprises must also be owned by less than
fifty persons, none of whom may be a non
resident alien. No proprietor or partner
having more than a 10% interest in an
electing enterprise may be an owner of

ferent from the one that is finally ap
proved. The accountants may make con
structive suggestions which will be help
ful in the formulation of a fair, equitable
and feasible plan. Of course, such sug
gestions must be based upon the facts
revealed by his examination coupled with
his specialized accounting and business
background. His comments should be
rendered in a tactful manner in order to
invite cosideration from all parties to
the problem.
It is well to reiterate that the scope of
the audit report will depend upon the cir
cumstances of each individual case.
After the accountant has submitted his
report, he should be prepared to confer with
the debtor and creditors’ committee, or their
attorneys, either separately or jointly.
Inasmuch as the transactions subsequent
to the date of Chapter XI petition must be
kept separate because of legal requirements,
the accountant should, after consultation
with the attorney for the debtor, prescribe
the revisions that are needed in the account
ing system.
The courts require a Debtor-in-Posses
sion to file statements, usually monthly, of
cash receipts and disbursements.
Until such time as the Chapter XI pro
ceedings are terminated, either by formal
confirmation of the debtor’s plan or by sub
sequent bankruptcy proceedings, the ac
countant occupies a very delicate position
because of his dual relationship with the
debtor and creditors, in addition to the
Court. It is therefore most important that
he perform his duties with the highest de
gree of efficiency and independence.
The exercise of sound judgment and ex
treme discretion was never more important
than in engagements of this character, be
cause the manner in which inherent weak
nesses or irregularities in the business are
reported by the accountant may vitally af
fect the entire course of the proceedings.
The debtor should, therefore, be afforded
every opportunity to supply complete ex
planations, wherever required, in order to
prevent unwarranted criticism, from any
source, being injected into the proceedings.

(Continued from page 7)
Organizational expenditures—Paid or in
curred on or after August 16, 1954 may be
treated as deferred expenses at the election
of the corporation. If the election is made,
the expense may be deducted ratably over a
period of not less than 60 months, starting
with the month in which the corporation
begins business. This election must also be
12

another proprietorship or have more than
The department numbers are also used
a 10% interest in another partnership, in the income accounts: to separate tui
either of which is taxable as a domestic cor tion income by departments, i. e. 080-150
Liberal Arts Tuition, 080-200 Engineering
poration under Sec. 1361. (Sec. 1361)
Trust distributions—65 day rule—In or Tuition; to separate Educational Depart
der to elect to continue the treatment of dis ment Sales and Services, i. e. 087-153 Sales
tributions made within 65 days following & Services of Liberal Art-Chemistry. Thus
the close of the taxable year as credited on the same department numbers are used
the last day of the preceding taxable year, throughout the system in all transactions
the trust must have been created prior to connected with that department.
January 1, 1954 and may not, under the Expendable Trust Funds
terms of the trust instrument, distribute in
The Expendable Trust Funds consist of
any taxable year amounts in excess of the
trust income of the preceding taxable year. currently expendable money, the use of
The election applies not only to the trust which is restricted. These funds are
deduction for distributions to beneficiaries chiefly gifts, grants, and income from en
but also to the amounts treated as taxable dowments which are limited as to purpose
to the recipient beneficiaries. The election of expenditure. The money in these funds,
is required to be made for the first taxable with the exception of net income from un
year beginning after December 31, 1953 restricted endowments, is held in suspense
and ending after August 16, 1954 not later pending transfer to General Funds to
than the time the fiduciary return of income cover actual expenditures, as previously
is filed. It is irrevocable with respect to the explained. Net income from unrestricted
current taxable year and all subsequent tax endowments is transferred monthly in its
entirety to General Funds to be spent at the
able years. (Code Sec. 663 (B))
discretion of the Board of Directors.
Complete control of fund expenditure
(Continued from page 6)
limitation
is achieved in this group of
Arts expense, that it belongs to the Botany
Department, that it is a salary expense funds by the assigning of numbers to the
for a professor from a salary appropri various funds as they are received. A
ation, and that it is paid from a gift fund, system of 10,000 numbers has been set up
the exact fund indicated by the last four as follows:
0-999
Funds Unrestricted
digits 2122.
1000-1999 Funds Restricted to General
Other types of salaries may be paid from
Use of Colleges
the same appropriation, i. e. a clerical sal
2000-2999 Funds Restricted to Specific
ary in Botany Department of Liberal Arts
Instructional Use
paid from General Funds would be: 150
3000-3999 Funds Restricted to Specific
152-070 152-000.
Research Use
This numbering system is very useful in
Etc.
a punch card system of accounting. With
machines, all types of summaries and list
These broad classifications are split into
ings can be made by controlling on various administration and general, various col
groups of the coding. For instance: by leges, collateral departments, organized
controlling on the control number, all ex research departments and unclassified. If
penses for each college can be listed and we receive a gift restricted to the salary
totaled; by controlling in the first three of a professor in Botany department of
digits of the account or appropriation Liberal Arts, we would select a number in
number, a listing can be made of all ex the 2000 group, as it is restricted to in
penses for any department of the college; struction, and within that group, a number
by controlling on fourth and fifth digit of between 2050 and 2169 which is the Lib
account number, a listing can be made of eral Arts section of that group. If in
types of expense; while control on last stead, it was a salary of a professor in En
digit of account and appropriation number gineering College, we would select a num
can give a listing of all general funds, ber between 2250 and 2299, the Engineer
gifts, endowment, and government con ing section.
tract expenses. Any variety of division of
To facilitate location of the funds within
expense can be obtained, and listing of these sections, each section is also divided
some can be made, by use of this system. alphabetically. This division makes it
This coding system also permits a very easier to select a fund number and to find
flexible method of obtaining any type of the fund after selection.
financial report desired.
This numbering system controls the
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originated. Some are unrestricted, the in
come being immediately available for any
purpose; others are restricted, the income
being available for expenditure only for
certain specific purposes; and still others
are restricted, the income being available
only for addition to the principal of the
Loan Funds. In the first two instances, the
income is allocated to the Expendable
Trust Funds; in the last instance, it is allo
cated to the Loan Funds. The same number
is used for the fund in the Expendable
Trust Funds and the Endowment Funds.
The prefix 570 designates Expendable
Trust Fund and 770 designates Endowment
Fund.
To improve methods of control and
supervision of endowment investments, we
established two investment pools. The first
constitutes a medium for investment in
securities while the second serves pri
marily as a medium for real estate invest
ment. Pooling of funds permits investment
in larger blocks of securities and more
flexibility and greater security of invest
ments. All funds not restricted by prohibi
tions against joint investment are com
mingled for investment purposes only. The
funds acquire fractional ownership in
these pools. Each fund is separately ac
counted for. Dividends are paid at the end
of each quarter at a rate determined an
nually by the Board of Directors. Said
income is credited to the specific expend
able trust fund along with income from
outside investments. Thus, positive identity
of individual gifts and bequests is main
tained.
The undistributed portion of the income
from the pooled investments and real estate
is held in the expendable trust fund group
as separate funds until expended in the
form of dividends to the participating
funds.
Profits and losses realized on liquida
tions of consolidated investments are
cleared into special endowment reserves.
Profits or losses realized on unconsolidated
investments held by funds restricted from
such joint investment are treated as ad
ditions to or deductions from the prin
cipal of the respective endowment fund.
Depreciation on all real estate, both con
solidated and unconsolidated, is taken in
accordance with a fixed schedule. The
operating accounts on said real estate
carried under Expendable Trust Funds
are appropriately charged, followed by a
transfer of cash to a Reserve for Depreci
ation of Real Estate classified under En
dowment Funds.

main fund limitations as to type of ex
penditure and applicable college. For
finer distinction of control, the fund ledger
headings give details as to salary or supply
expenditure limitations and department of
the college or type of research specified
in the donor rulings. Through reference
to these ledgers, complete control of ex
penditure to the donors’ requirements can
be made.
Due to the large number of funds to be
controlled and the fact that often only
the name is known, an alphabetical listing
of all the funds is kept with the fund
number. It provides easy reference to
ledgers and other source documents.
The fund number, once assigned, is used
for all transactions involving that fund.
Receipts to fund, expenditures in General
Funds for that fund, any purchase of in
vestments or income from such invest
ments are pinned down to said fund by
use of that number. Each month, machine
accounting can assemble all transactions
having that fund number and a fund ledger
can be written giving a complete history
of that particular fund. This method has
proved very satisfactory and has given us
a control we found impossible with other
systems.

Loan Funds
The Loan Funds comprise money which
may be lent to students, members of the
faculty and employees. These funds may
be restricted as to a specific college or as
to a certain student status such as gradu
ate or under-graduate. This section has
an independent numbering system involv
ing 3,000 numbers divided by faculty and
employees, under-graduate students and
graduate students, with collegiate divi
sions in each group. The control of this
group is much simpler since the funds are
of a revolving nature, being lent, collected
and relent. The accumulated interest and
income from temporary investments is
credited directly to the funds involved and
becomes available, with the principal, to
eligible persons in need of financial aid.

Endowment Funds
The Endowment Funds represent money
held in perpetual trust for income produc
ing purposes. The principal of the funds
must be maintained inviolate. Only the
income is available for expenditure. The
use to which such income is put is deter
mined by the provisions of the gifts and
bequests in which the endowment funds
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Plant Funds
The Plant Funds comprise the institu
tion’s non-income producing physical
property and unexpended money, the use
of which is restricted to the extension of
such property. In this group of funds are
found land and buildings and equipment
used for administrative, educational, re
search and auxiliary purposes. Such
property contrasts with the endowment or
income-producing property which is held
in the Endowment Funds for investment
purposes.
Plant Funds property is purchased
either from gift and grants or bond issues,
credited directly to Plant Funds, or from
the General Funds. In the latter case the
expenditure is charged to General Funds
and the asset set up in Plant Funds
with a corresponding increase in Plant
Funds Surplus from General Funds Ap
propriations for Plant Extension.
The department numbers used in the
General Funds for expenses and income
are also used here to identify property
purchased for each department from gen
eral or expendable trust funds and carried
as an asset in the plant funds. A property
listing is made by type of property (land,
building, departmental equipment, depart
mental books, miscellaneous equipment)

and by department—using these depart
ment numbers with a three digit suffix
indicating type of property.
Depreciation is taken only on the build
ings and equipment of the auxiliary de
partments. The current operating accounts
of these departments in the General Funds
are charged with such expense and cash
transfers are made to their depreciation
reserves carried in Plant Funds. No de
preciation is taken on physical plant used
for educational and research purposes be
cause replacement is obtained by bond
issues or gifts and grants. Therefore, these
assets appear on our records at cost.
Institutional accounting, although quite
different from that for a commercial activ
ity, has many similarities. Like that of a
commercial activity, institutional account
ing must be based upon sound principles
of financial accounting and a careful con
trol of income and expense is utilized. This
form of accounting, however, is used pri
marily to furnish data for reports concern
ing the financial condition and operation
of the institution and to determine the
fidelity of the officers responsible for the
handling of institution funds. Since the
objective is not income determination, the
basic outlook is different and results in
the variety of accounts and methods shown.

CHAPTER PRESIDENTS YEAR 1954-1955
Atlanta—Ruth M. Crawford

Los Angeles—Hazel Brooks Scott

First National Bank, Box 4148, Atlanta 2, Georgia

34<51 West Vernon Avenue, Los Angeles 8, California

Baltimore—Elizabeth S. Rodkey, C.P.A.
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3307 Benson Avenue, Baltimore 27, Maryland
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Buffalo—Mrs. Grace D. Ives
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1753 Peck St., Muskegon, Michigan

Chicago—Jean F. Bremer, C.P.A.

New York—Mrs. Charlotte A. Lawrence

6942 S. Park Avenue, Chicago 37, Illinois
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Columbus—Kathleen Wilson
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Dayton—M. Jane Paull

3003 Jenny Lind Street, McKeesport, Pennsylvania

Portland—Mrs. Ruth G. Gooch

2470 Rugby Road, Dayton, Ohio

Denver—Thelma Oetjen

8637 S. E. Alder Street, Portland, Oregon

Richmond—Mrs. Lucille F. Taylor, C.P.A.

1137 Sherman, Apt. 15, Denver, Colorado

Des Moines—Helen Stearns

3606 Decatur St., Richmond, Virginia

lll-51st St., Des Moines, Iowa

Sacramento—Margaret Holman

Detroit—Bernice Williams

5301 Callister St., Sacramento 19, California

2522 Oliver Road, Royal Oak, Michigan

Saginaw—Margie R. Perry

District of Columbia—Mary Durkan
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5944 North 2nd St., Arlington 3, Virginia

San Diego—Mrs. Mary A. Loos

Grand Rapids—Nell Dykstra

1144 Alexandria Drive, San Diego 7, California
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San Francisco—Elizabeth Smelker, C.P.A

Holland—Gretchen Ming

19 Lopez Avenue, San Francisco 16, California
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2626 Eastlake Avenue, Seattle 2, Washington

2004 Woodhead, Houston, Texas
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Indianapolis—Harriette Ann Hill
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3420 N. Meridian St., Apt. 14, Indianapolis, Indiana

Syracuse—Gladys Parkerton
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Kansas City—Josephine Dahlin

P. O. Box 201, Marshall, Illinois
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Toledo—Myrtle Geckler, C.P.A.

Lansing—Mrs. Pauline R. Johnston

2310 Kenwood Ave., Toledo, Ohio

1024 Linden St., East Lansing, Michigan

Tulsa—Corinne Childs, C.P.A.

Long Beach—Virginia Youngquist

432 Kennedy Building, Tulsa, Oklahoma

-3515 -Lemon Avenue, Long Beach, California
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